The Announcement Effect and Long Run Performance of Equity Private Placement in Malaysia by Norhafiza, Nordin
THE ANNOUNCEMENT EFFECT AND 
LONG RUN PERFORMANCE 
OF EQUITY PRIVATE PLACEMENT IN MALAYSIA 
NORHAFIZA NORDIN 
DOCTOR OF PHILOSOPHY 
UNIVERSITI LTTARA MALAYSIA 
April 2012 
THE ANNOUNCEMENT EFFECT AND 
LONG RUN PERFORMANCE 
OF EQUITY PRIVATE PLACEMENT IN MALAYSIA 
BY 
NORHAFIZA NORDIN 
Thesis Submitted to 
Othman Yeop Abdullah Graduate School of Business, 
Universiti Utara Malaysia, 
in Fulfillment of the Requirement for the Degree of Doctor of Philosophy 
Kolej Perr~iagaan 
(College o f  Business) 
Universiti Utara Malaysia 
P E R A K U A N  K E R J A  T E S l S  I D l S E R T A S l  
(Certif ication o f  thesis / dissertation) 
Kami, yang bertandatangan, memperakukan bahawa 
(We, the undersigned, certify that) 
NORHAFIZA NORDIN 
calon untuk ljazah DOCTOR OF PHILOSOPHY (FINANCE & BANKING) 
(candidate for the degree of) 
telah mengemukakan tesis I disertasi yang bertajuk: 
(has presented hislher thesis /dissertation of the following title): 
'THE ANNOUNCEMENT EFFECT AND LONG RUN PERFORMANCE OF EQUITY 
PRIVATE PLACEMENT IN MALAYSIA 
seperti yang tercatat di muka surat tajuk dan kulit tesis 1 disertasi. 
(as it appears on the title page and front cover of the thesis /dissertation). 
Bahawa tesisldisertasi tersebut boleh diterima dari segi bentuk serta kandungan dan meliputi bidang ilmu 
dengan memuaskan, sebagaimana yang ditur~jukkan oleh calon dalam ujian lisan yang diadakan pada : 
29 Januari 2012. 
That the said thesis/dissertation is acceptable in form and content and displays a satisfactory knowledge of the 
field of study as demonstrated by the candidate through an oral examination held on: 
29 January 20f2. 
Pengerusi Viva 
(Chairman for Viva) Prof. Dr. Rosli Mahmood (Signature) 
Pemeriksa Luar Tandatangan Prof. Dr. Fauzias Mat Nor (External Examiner) (Signature) 
Pemeriksa Luar Tandatangan 
(External Examiner) Assoc. Prof. Dr. Ruzita Abdul Rahim (Signature) 
Tarikh: 29 January 2012 
(Date) 
Narna Pelajar 
(Name of Student) 
Tajuk Tesis 
(Title of the Thesis) 
Program Pengajian 
(Programme of Study) 
: Norhafiza Nordin 
: The Announcement Effect and Long Run Performance of Equity 
Private Placement in Malaysia 
: Doctor of Philosophy (Finance & Banking) 
Nama PenyelialPenyelia-penyelia : Dr. Kamarun Nisham Taufil Mohd , 
(Name of Supervisor/Supervisors) Tandatangan 
i 
 
PERMISSIONTO USE 
In presenting this thesis in fulfillment of the requirements for a postgraduate degree from 
Universiti Utara Malaysia, I agree that the University Library may make it freely 
available for inspection. I further agree that permission for copying of this thesis in any 
manner, in whole or in part, for scholarly purpose may be granted by my supervisor or in 
his absence, by the Dean of Othman Yeop Abdullah Graduate School of Business. It is 
understood that any copying or publication or use of this thesis or parts thereof for 
financial gain shall not be allowed without my written permission. It is also understood 
that due recognition shall be given to me and to Universiti Utara Malaysia for any 
scholarly use which may be made of any material from my thesis.  
 
Request forpermissionto copy or to make use of the materials in this thesis, in whole or in 
part, should be addressed to: 
Dean of Othman Yeop Abdullah Graduate School of Business, 
Universiti Utara Malaysia,  
06010 UUMSintok, 
Kedah DarulAman 
 
 
 
 
 
 
ii 
 
ABSTRACT 
This study offers evidence concerning the announcement effect and long run performance 
of equity private placements in Malaysia for the period 1999 to 2007. Unlike public 
placements, previous studies document positive announcement effect but negative long 
run performance for private placements. Monitoring hypothesis and information 
hypothesis are two prevailing hypotheses that have been used to explain the positive 
announcement effect; while “windows of opportunity”, managerial entrenchment, and 
investors’ overoptimisms are used to explain the poor long run performance. Malaysian 
firms are governed by different regulations; therefore, the impact of issuing private 
placements might not be the same for Malaysian market. For example, issuance of private 
placement in Malaysia is limited to 10 percent of the firm’s issued and paid up capital 
with not more than two percent can be placed to one placee. With only two percent of 
shares, the investor will not be able to influence management behavior through his or her 
voting power and becomes a passive investor. As a result of this, equity private 
placements in Malaysia might not increase monitoring as claimed by previous studies but 
instead solidify the managers’ and substantial shareholders’ control over the firm. This 
study fills the gap in current literature by investigating the impact of equity private 
placements in Malaysia using event study methodology to examine the announcement 
effect; while CAR and BHAR methods are used to examine the long run performance. 
Inconsistent with previous studies, zero announcement effect is found for Malaysian 
market. Nevertheless, similar to previous studies, the result reveals an evidence of long 
run underperformance of equity private placements in Malaysia using market index as a 
benchmark. In general, the results of this study contribute to the existing literature by 
providing evidence that equity private placement in Malaysia does not support 
monitoring hypothesis and information (certification) hypothesis.  
Keywords: Private Placements,Announcement Effect,Long Run Performance 
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ABSTRAK 
Kajian ini adalah mengenai kesan pengumuman dan prestasi jangka panjang 
tawaranpersendirianekuitidi Malaysia bagi tempoh 1999 hingga 2007. Tawaran 
persendirian mempunyai kesan pengumuman yang positif tetapi kesan jangka panjang 
yang negatif. Hipotesis pemantauan dan hipotesis maklumat seringkali digunakan untuk 
menerangkan kesan pengumuman positif, manakala “windows of opportunity”, 
pengukuhan pengurusan (managerial entrenchment),dankeyakinan melampau pelabur 
(investors’ overoptimisms) pula seringkali dikaitkan dengan prestasi jangka panjang yang 
tidak memberansangkan. Persekitaran yang berbeza, memungkinkan kesan menerbitkan 
tawaran persendirian di Malaysia tidak sama dengan kesan di pasaran lain. Contohnya, 
penawaran adalah terhad kepada 10 peratus modal berbayar, dengan dua peratus saham 
dihadkan kepada seorang pelabur. Dengan hanya dua peratus saham, pelabur tersebut 
hanya akan menjadi pelabur yang pasif. Disebabkan itu, tawaranpersendirian di Malaysia 
mungkin tidak meningkatkan pemantauan tetapi sebaliknya mengukuhkan kedudukan 
pengurus dan pemegang saham terbesar. Kajian ini mengisi jurang dalam kajian semasa 
dengan mengkaji kesan tawaranpersendirianekuitidi Malaysia menggunakan metodologi 
kajian peristiwa untuk mengkaji kesan pengumuman; manakala kaedah CAR dan BHAR 
digunakan untuk mengkaji prestasi jangka panjang. Tidak selaras dengan kajian 
terdahulu, pengumuman kesan sifar dijumpai untuk pasaran Malaysia. Walau 
bagaimanapun, seperti kajian terdahulu, 
keputusankajianmenunjukkanprestasijangkapanjang firma-firma Malaysia yang 
menerbitkantawaranpersendirianekuitiadalahlebihrendahberbandingdenganindekspasaran
. Umumnya, kajian ini menunjukkan bahawa tawaran persendirian ekuiti di Malaysia 
tidak menyokong hipotesis pemantauan dan hipotesis pemantauan.  
Kata kunci: Tawaran Persendirian, Kesan Pengumuman, Prestasi Jangka Panjang 
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CHAPTER 1 
INTRODUCTION 
1.0 Introduction 
This chapter starts with Section 1 .1  which provides the background of the study. 
Section 1.2 presents an overview of the development and regulatory requirements of 
private placements in Malaysia. Problem statement is then covered in  Section 1.3, 
followed by research questions and research objectives in Sections 1.4 and 1.5 
respectively. Section 1.6 explains the significance of the study while Section 1.7 covers 
the scope of the study. Finally, Section 1.8 illustrates the organization of the study and 
Section 1.9 summarizes the chapter. 
1.1 Background of the Study 
The effect of equity private placement has been extensively researched in the 
developed market especially in the US niarket but little has been done in Malaysian 
market. This study investigates the announcement effect and the long run stock price 
perforn~ance of firms which conduct equity private placements (seasoned equity 
offerings) in Malaysia from the year 1999 to 2007. In addition, this study also examines 
the determinants of the performance pattern. In particular, this study measures the 
average abnormal returns surrounding the event dates of equity private placen.lent 
announcements, investigates the factors that could possibly explain the price behavior of 
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